DOCUMENT RESUNE

" ED 138 143 - . HE 008 796
AUTHOR King, Judith D.; And Others
TITLE ‘ The Faculty Salary and Budget Committee Report on

Early Retirement (Grand Valley State Colleges,
: Co- "+ Michigan).
PUB DATE ' - 28 Feb 77

NOTE {" . 13p.
EDRS PRICE . 'MF-$0.83 HC-$1.67 Plus Postage.

DESCRIPTORS ~ - Bibliographies; *College Faculty; Comparative
: 'Kgalysi§} Counseling Programs; *Educational Finance;
Enrollment Trends; *Higher Education; *Incoke:
Planning; *Retirement; Salaries; *State Colleges
IDENTIFIERS *Eatly Retirement; *Grant valley State Colleges MI;
Michigan ' :
s .
ABSTRACT ' '
At Grand Valley State Colleges an early retirement
program for faculty was proposed as a contingency plan for potential
enrollment shifts or declines. In this analysis, as a preliminary to
the institution of such a program, a number of questions are
considered in detail: potential benefits; principles on which the
institution should base the plan; eligibility; the option of phased
retirement (the Dartmouth Plan); preretirement counseling; financial
implications for the institution; and financial implications for the
retiree. A bibliography is included. (MSE)

.
F o

*********k**f¥y********t***********************************************
L Documéntsvapguired by ERIC include many informal unpublished ?
* materials not-available from other sources. ERIC makes every effort
* to obtain the best copy available. Nevertheless, items of marginal
* reproducibility are often encountered and this affects the quality
* of the microfiche and hardcopy. reproductions ERIC ‘makes available

* via the BRIC Document Reproduction Service (EDRS) . EDRS is not

* responsible for the quality of the original document. Reproductions
*

*

supplied by EDRS are the'best that can be made from the origindl.
AR RO KRR R R RO K kA R sk ook koK K Kok ook ol ks ok kR ok 0K ok Sk ok 3ok ok

LA A A

o ' o ' g .




M\

=

- ; b

w N y\f.

N E

-t
o

s . .\

.
< . | s B
’ : igr T
| I T e,
' N “ .
\ _
B .

R i § \
. “ g\ »
} ‘i, Vi \X, ‘

2 ? /
' 'y

3

THE FACULTY SALARY AND BUDGET COMMITTEE REPORT ON
EARLY RETIREMENT
Prepared by the Early Retirement Subcommittee
Judith D. King, Chair

\

% . Us DEPARTMENT OF HEALTH.
"L SEDUCATION A WELFARE
YoRia TIONAL INSTITUTE OF
3 . EDUCATION

L coro.
BYOGUME NTsuHAS BEEN R |
XACTLYLAS RECEIVED FROM /
N ORGANIZATION ORIGIN-
) 4 OF VIEW OR OPINIONS

JBECESSARILY REPRE-

SENT 0&'" AT IONAL INSTITUTE OF
EDUCAJION POSITION OR POLICY

Submitted to the President,
Grand Valley State Colleges
o - February 28, 1977 Vo




The Faculty Salary and Budget Committee Report on Early Retlrement

Judith 13, King, Chair, Early Rehrement Subcommlttee R )

This report on carly retirement was prepared in response tq.the ‘Presidené‘s
request for an investigation into the ramifications of instituting an early re-
tirement program at Grand Valley. . The request was made in a memo on § ' o
Contingency plans for Potential Enrollment Shiifts and/or Declines. The S’aléry \
and Budget Committee appointed a subcommittge xo look mto the subject Of ‘

early retirement. / : ; |

. i I

‘The subcommittee first secured material about expemences of academic in~
stitutions which have early retirement programs. Information was obta,med
through a search of the literature, through lettersto mstlt}lnonsg known t(,f) have:
early retirement programs, and from TIAA-CREF. Government pensmf)n pla}ns

, such as civil service and the'military plan were mvestlgated but found not useful.
The Salary and Budget Commrittee instructed the subcommitttee fo confer with the

director of the Personnel Office to determine the fea51bv11ty of the subQommlttee s
recommendations in terms of financial implications. Af)pendlx [, the Rétirement
Transition Benefit, is the draft".plan proposed by the‘Dp' ector of the Pérsonnel’
Office, August 3, 1976. This document is a report of q,fndihgs rather than a

proposal for adoption. ! {
Potential Penefits of Early Reti'rement A} ‘o "
A
1. Early retlrement improves the faculty turnoverf rate, thus allev}iating
the problem of "tenuring in." ' T :
2. In event of reduction in staff, early retlremer\t is a less painful - way )
of reducing staff than involuntary qe>par‘atlon.f : -
K L /
3. Early retirement allows the institution to adapt faster to changes in '
demand for Q})eCIflC disciplines ang makes possible flexlble long- r‘ange
staff planning.
4. Early retirement improves faculty morale by providing an option as to
when to retire and by freeing tenure positions for junior faculty expecting
academic promotion, C
\ . #
S, More generally, early retirement pr‘ograms assist in reducing an over%
' supply of teaching personnel in the labor market as a whole. .
\ |
6. Phased early retirement, based on a period of teaching.part-time, prg-
vides a supply of adjunct professorships, which is an mexpenswe method
to enrich the curriculum. . _ 1
Id ) -
T.. Early retirement will be attractive to a professor who is "tired, bored,

out of sympathy with changed conditions .in academic life, or wants to
take up a new wgreer, pursue a hobby, or whatever. " (Keast/ et al.)
O ' g
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ringiples upon whiéh;Gﬁifand Valley's E‘arly R‘etirel‘menlt Plan sho,pld berbased

. v A\ o -
1 Early_ retirement.i&s;benefi‘c-ial ori-ly when it is presented as_ «an option,
2. An early retirement plan. must be fo ncially feasible for the faculty

member to be su,;:c ssful, This principle implies that the post-65
retirement income ; TIAA- CREF and Social Security) should be nearly as
high for an early retiree a5 if he retired at 65, and that fringe benefits
such as health and life’ insurance should be carried through the early

/ “ .sretirement period. ‘ :

| . ) . -

f

/3. “Part-time options are an’ important part"of t\he plan,
’ . . . -a L

>

)EngbilLty: Age" Lo i

Early retlren\ent should be an avai able opt1on to faculty as young as the college
can afford, to increase faculty turnover at-a maximum rate and to maximize the
option, Since only 134, of .our faculty are 50 years of age or alder, the college
can experlmentall‘y set the éligibility age lower: than it might otherwise, because
so few people would’ now be eligible.- After. a trial period in which eligibility
starts at 50 or 55, the college van forecast? ‘cogts mare accurately in terms of
the percentage of ehglble faculty tal\l\ng the” optlon Armed with this knowledge.
the college can make a d'emslon to keep tbe ehgtb{;htv age the same or increase it.,

I 1 .

Ellglblhty Years of Ser‘vm@ .

A reasonable mlrflmum nu‘mbex of yoarbs of service reqm red at Grand Valley for
eligibility in the early re»t.lremont ‘program is ten, and a reasonable maximum

is thirty, depending on the participant's age. The older thé person is, the fewer
years of service should be raq{u(ed and conversely, the younger the person,

the more years of service should beé required. Therefore. a person with thirty
years of service should be allowed into the program regardless of age and.some-
one 60 years of age would gnly'need ten years at Grand Valley to be eligible.

The yvears of service should be ad]ustcd downward for the first years of the
program inrec ogmtlon of the voung age of Grand Valley as an institution,

Part-Time Optlons (Phased Rotlr'emcnt: T-he Dartmou_th I”Ian)‘

Y.
A faculty member who-has served flfteen.n‘years at Grand Valley (fewer than
fifteen years until GVSC is d4n olderiinstitutfdn) could ele<t phased retirement
either at-age 60 or at age 62, effectxvve n'july 1. For purposes of determining
the benefits, the salary as of the " July 1 en the option is selerted will be con-
sidered the base salary. The pgroentag of salary to be. pald in the phased re-
tirement years (60-65 or 62-65) wiltBe 'set at 45% (hlghec,,per(*entage until GVSC
is an older institution) plus one percerf for<each year of se}vme at Grand Valley,

The maximum is set at 75%; (for thirty or more years). Silce eligibtlity requires

‘at 1east fifteen years in the professlofpa} ranks, the minimum salary, will be 60%
o : - T
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of the base salary. In addition, the college will contribute".\\t\p TIAA-CREF 16%
of the base salary in each of the remaining five or three,ye‘a‘n’s.

In exchange for thé phased retirement benefit, Grand Vall y would reduce the

faculty member's obligations to the institution. For phase l'retirement at age

60, this reduction will be from five to jwo years, The required service may

v ,be performed in two years full-timeé setvice or in part-time service spread out

. over three years. For phased retiremment at age 62, the faculty member would

rowe only one year of service to the institution, to be performed either in full-

P time stint or spread out over two years. . ’ ‘g&

- Under either option the other fringe benefits w0uld continue ntll age 65.
: Faculty members would not be eligible for sabbatlcal leave after electlng phased
: early retirement. . Vo ‘

3
[

Phased retirement freely allows alternative careers, but if the 'cibrnbined earn-

ings or fringe benefits from Grand Valley and the new employer exceed the base .

: a'lary or the normal fringe benefits, the Grand Valley contribution will be
reduced by half the excess. Income that faculty Could normally earn while
working for Grand Valley will not be counted as ''additional earned income.
Examples are consulting one day a week, directOrshlps, royaltiés. on books.
New jobs or major new sources of income (e.g., expanded consulting work)

' would be counted.

-

A
Pre-Retirement Counseling Program

-

‘Periodic retirement counseling interviews should be arranged for all regular’
faculty members.

]

Financial Implications

Early retirement provides the possmlllty. if not the likelihood, of moderate
financial savings to the institution. The s‘avmgs should not be overestimated,
because in order to make early retirement financially attractive to a faculty
member, the institution will be paying fﬁculty members a reduced salary during
the early retirement years, l be making a contribution to TIAA-CREF so that \
the professors' post-65 income will Be the same -~ or practlcallv the same --
as it would have been had they retired.at 65, and probahly will be paying a salary
v to younger (and thus less expensive) replacements. If the professor is not
. replaced, then savings will be r‘eal. o :
: -, ’ \
If the institution’ skimps on its financial package offered to encourage early
retirement, it will run the risk of no takers. With an attractive financial pack-
- age, the institution will break about even or pay out a little. Beloit estimates
‘it costs them $300 per early. retiree per year. Stanford's plan is estimated
to cost 2% of the totat-oltlay for faculty compensation. No college that the sub-

committee knows of claims to have saved money on the program.

Q ) ) 5 . : -
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Cost-of-living increases loom as a large problem for the faculty member who

is thinking about retiring. Inflation, rising property taxes, and the high cost
of health care pose the.largest threats. Such considerations make retiring -

professors leery of any plan, however attractlve m its other-aspects, Wthh '
would diminish their retlrement income, ¢ '

v

. ~
(e

Current Fringes

-

During ebarly retirement period, the college would continue to 'cbntribute to

- TIAA-CREF to the extent necessary to make the TIAA-CREF accumul‘a'tlon 4
almost.as large at age 65 as it would have been, had the person continued work-
ing. This contribution could be made as a continuing comrtribution, as a lump sum
premium, or larger contributions could be made in the years precéding early
retirement. Health and life insurance should be continued through the early f
retirement-period. Social Security contributions would be paid consistent with
the law and the amount of early retirement salary. : S

Estimated Funds Available to Finance Early Fetirement While Preaking Even

The variables which will determine the precise funds available for ‘early re-
tirement are many. It is possible, for instance, that the institution would hire
a replacement for less than the averuge salary figure for assistant professors
cited below, thus ereating a larger difference than indicated here. This savings

could be accomplished in several ways: 1) by hiring the replacement at an
entry-level salary, 2) by reducing the full-time’ position to a part-time position,
-or )'by eliminating the position entirely in response to curriculum changes.

Despite such variables, the difference between the average compensation of
assistant professors and full professors gives a reasonable estimation of tHe
funds available to finance early retirement while hreaking cven.

;
¢
-

1975-76 awerage compensatign for full professor " $25,390 , o
1975-76 average compensation for ass't. professor 17,361~ #;é,, N

] . 4 — A S
Difference between the above figures - * 8,029,

Comparison of Annual (‘%mpensation from Various Plans

A hypothem al facu”lty member earning $20, 000 salam. 60 years old with
thirty years of service is the basis of the followmg ~romparisons. The com-
pensation figures include salary, health insurance ($444)$1xfo insurance ($50),
TIAA-CREF (10% of $20,000), arid Social Security (5.859% of first $16, 300). .
As a point of comparison between the hypothetical faculty-member defined'here
and the average full professor, the average salary for a GVSC full professor

in_1975-76 was $21,793. _ -

6
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Comparison of Annual Compensation. . ... (continued) N , T -
.  ANNUAL « " ANNUAL -
1 TIAA-CREF Formula suppl ?elated tQy SALARY COMPENSATION
salary.and service- (the t'i»)'? Y w#ch . :
the Personnel Office co /\- | . : sug{:y v
;'". plemental yearly lifeti "- e rj’; :
= equals. 1/10 of 1% of cuf r‘ ﬂt annual .7 /
: ~salary for each year ofls FEaum- _ .
bet of years bétween early% zdment AN %
age and ag} 65 r e @S R
for £20,000 at 60 Wwith S(N o "~ $ 3,000, " $ 5,669. 50
2. GvsC Porsonnel Office retirement R . ’
transition benefit 30% of $19, 000 15,700 8,5217. 45
3. Michigan Retirement Planx'(c')ur first choice) :‘3“5 '
o - '-t : SN
Average of best five years . . ' L .
salary - $18,643. C0 ) .
19 of first $4,200 ° .43 | -
1 A1/2% of remainder ,
Total :
. Total x years sarvice ) . :
. ) L 7,740 ., '10,688. 79
7 . 4. Beloit . .
50 of (Lfg'd?ent annual sala y for aver : ,
20 v‘eé{‘s of se%vme . 10,000, - N 13,079, 00

“5. Dartmouth }<'lexik>L(f Retirement dption )
at 60 (our part-time 6fpt?nn.) (calcu- t\\ ) S
“lated on two years' work in the . —- Il
early retirement per‘iod3 i . '
45% of currentannual salary + 1% for - - .
each year of service = 739 of £20, 000 15, 000 . 18,371, 50

4

.

Comparison of Annual In(‘.Ome from the I'ive Plans

This «ompamson is based on the data set forth above 1n the Comparlson of Annual
" Compensation from Various Plans

For the (tom'putatibn of Social Security benefits, it is further aséumed that the
retiring faculty member is married and the spouse is 58 years. old.
Security figures are as of January 1977 and are tied to inflatidn:
on the assumption that the faculty member has paid the maximurn FI i
Securlty) since 1951, 4 ° .

»

Qo ) _,\7 Lt .
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. For the (‘omputatlon of TIAA-CREF beneflts. it is also assumed that the retiring
faculty membe'r is male and started with TIAA in 1951, When CREF was introduced
in July 1952, the faculty member split his premium 50% TIAA, 50% CREF. His

*  salary in 1951 was $4,000. His institution contributed 10% of hlS salary; he contri-
buted an additional 5% of his salary. If he had not contributed an additional 5% of
his salary, the smgle annuity mcgme flgure would be $4, 966 instead of the $7 450

used in the followmg table. Salary + = |
\ Social Securlty
e ' Salary + two years later Salary + Social -
v Salary +-TIAA-. . Social Security (spouse attains Security + TIAA
Salary =~ CREFE at age 60 at age 62 ° age 62) CREF at age 62
1. $ 3,000 .$ " 3,000 $ 3,000  $6,90 ° $ 6,960
L. ~ 7,450 - 3,960 1,860 7,450
Lt $10, 450 . $ 6,960 $ 8,820 $14, 410
~.\ . ." o . ; .
2... §5,7002 5,700 5,700 . 9,660 - 9,660,
L . -17,450 3,960 1,860 7,450
S~ $13, 150 ‘ $ 9,660 $11,520 $17,110
. s i ! ’ ) 4 ‘ ’
3.. $ 7,740 17,740 £ 7,740 . 11,700 11,700
: . _ 1,450 . 3,960 - 1,860 - 17,450
$15,190 $11, 700 $13,560 . $19,150
4. $10,0002 ' 10,000 .. 10,000 13,960 ' 13,960
- ¢ . 1,450 .. 3,960 . 1,860 7,450
: "$17,450 . $13, 960 - $15,820 ~ . $21,410
5. $15,0002 - ¢ N:A. , 15,000 18,960 . 18,960
' : 3,960 - 1,80 . 7,450 .
$18, 960 | $20,820 ~ $26, 410
[3 ( | . . Lt 5.. .¢ R
]I.,ifetime ' : o a g . ]
274 age 65 only '\ _ . o
B - ‘ :‘

>

o
BRI

oo .
B K

]

At age 65, the parti(/{pant will become a regular retiree and draw from TIAA- DR

;  CRE¥. xFaculty canréstart dcawing on TIAA-CREF before age 65 at reduced, Lo
rates, l\demred This option is illustrated in the second column of the‘table . R
above. ' ? , o '

v * ’ . ’

,From age 62 on, the earl_;;r retiree has the optior; of drawing on §or ial Security, #
The amount will be 20% less starting at age 62 than if starting at age 65. This .
opt1on id illustrated in the third polumn apoye, ﬁ ) : o
v ' o

While the Salary and Budget Commlttee has: concf—uded that an early retirement
program modeled “on the above report wquld be both a desirable component of -~ 4 .
a contingenty plan for potential enf‘ollment shifts and/or declines and a desirable

_ fringe benéflt, the Committee reserves its endorsemerit of an early retlreme?t

program until such time as it ¢an review the early rétirement fringe benefit |

s

. . . N . foy!
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+
in the\context of other possible fringe benefits. This reservation is made
in recognition that an early retirement program will cost compensation dollars.
a N . .
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Appendix I
) r - s

Retirement Transition Benefit
7 - : , . .

The Subcommittee proposed using the formula for the Michigan retiréement brogram

(see page 5, #3). The Subcommittee still believes that the formula yields a more

realistic income for the retiring professdr, but the Personnel Office assured

us that the cost to GVSC.makes the  formula unacceptable, The director of

Persopnel suggested the following formula: - )

, ., -

. Participationymay begin at the start of the e}cademic year in which the
> faculty member with twenty years of full-time service attains the age of
not less than'B0 years. The amount of the benefit shall be calculated '
} on the basis of the average of base academic year salaries in the three
) years prior to participation in the benefit, plus the normal college
contribution to the faculty member's retirement contract, The total amount
to be pa‘ld to the participant shall be determined on the followmg ba%sis:

50% of average base academic year salary, plus retirement

i ) contribution, for the year in which the part1c1pant reaches
. " age 60;

40% of average base academic*year salary, plus retirement
contribution, for the year in which the participant reaches age 61;

\ ) 30% of average base academic year sa'lar‘;r', plus retirement
- contribution, for the year in which the participant reaches dge 62;
\'d
s ' 20% of average base academic year.salary, plus retirement contri- )
0 bution, for the year in whigh the participant reaches age 63;

107% of average base academic year salary, plus retirement
. ‘ contribution, for the year in which the participant reaches age 64;.
to be split into annual installments, correspondent to the, number of years in which
‘the fac ulty member participates. This formula results in the following percentage
equivalents for participants who start the benefit at the respective ages shown:

§ - % of average _
, - base academic year salary
. Age at Start . Plus retirement contribution -
60 - ¥ 30%
61 . ‘ 25%
: 62, ’ 20%
63 ) 15%
. 64 = ' : « 10%
A1 5 []

Y
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Appendix II . _ 3 T . <

] v

As a-result of exploration and thinking about early retirement, there are tvhe
suggested fringe benefit ideas which-might both enhance regular facul?y well-
being and make ‘the.prospects of. early retirement more desirable.

L
~

The first is an anhual physical examination ¢o be strongly urged and supported

by the colleges. The committee feels that this is considered by many businesses
and colleges as a long-term economy as preventive medicine.

The second would be to continue full medical coveragé throug regular retire-.
ment. If started now, when only a few faculty are nearing retirement age, the -
expense to the college would be minimal. In addition, the post-65 costs can

be furnished as supplementary to medicaid. One of the common fears of retirees
and of potential early retirees appears to be the prospect of devastating

medical expenses. L T -

pav e
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